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To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 

This  is  our  limited  scope  review  of  the  Department  of  Fish,  Wildlife  and 
Parks  real  property  leasing  operations.   This  limited  scope  review  was  requested  by 
department  management.   Based  upon  the  results  of  our  review  we  make  six 
recommendations  to  the  department  concerning  enhancing  compliance  with  depart- 
ment policy,  improving  accountability  and  administration  for  leasing  operations. 
We  discuss  the  specific  items  noted  during  our  review  on  pages  one  through  five. 
Department  officials  concurred  with  the  audit  recommendations  and  their  written 
response  is  included  on  pages  six  and  seven. 

We  thank  the  director  and  his  staff  for  their  assistance  and  cooperation 
during  our  review. 


Respectfully  submitted, 


Scott  A.  Seacat 


Legislative  Auditor 


Department  of  Fish.  Wildlife  and  Parks 

Limited  Scope  Review  (91SP-50) 

Leases  of  Department  Lands 

January  1992 


INTRODUCTION 


In  May  1990  the  department  became  aware  of  lease  proceeds  that  were 
not  being  handled  in  accordance  with  department  policy.  At  the 
request  of  department  officials,  we  performed  a  limited  scope  review 
of  the  department's  real  property  leasing  operations.  The 
department  owns  or  controls  various  land  throughout  the  state.  The 
department  enters  into  leases  with  private  individuals  or  other 
entities  to  vise  department  land  for  grazing,  agricultural 
operations,  or  other  uses  in  conjunction  with  the  overall  department 
functions  of  fish  and  wildlife  management,  state  parks,  and 
recreation. 

We  visited  the  department's  regional  offices  and  reviewed  a  sample 
of  leases.  We  visited  wildlife  management  areas,  fishing  access 
sites,  state  parks  land,  etc.  Based  on  our  review,  we  noted 
problems  with  current  lease  operations  and  the  need  for 
clarification  and  consistent  application  of  department  policies  and 
procedures  for  lease  operations. 

Compliance  with  state  laws  regarding  approval  of  leases,  accounting 
for  lease  income  and  expenditures,  and  state  appropriation  laws  can 
be  improved.  We  noted  exchange  of  goods  and/or  services  in  lieu  of 
cash  lease  payments  is  a  common  practice  at  the  department.  For 
example:  the  lessee  provides  fence,  building,  or  road  maintenance; 
labor;  purchases  equipment;  sharecrops;  etc.  Concessionaire  leases 
we  reviewed  contain  a  fee  waiver  clause  that  allows  the  department 
to  accept  in  lieu  of  cash  the  value  of  capital  improvements, 
materials,  or  services  provided  by  the  concessionaire. 

Specific  concerns  noted  in  our  review  are  discussed  in  the  following 
sections . 

COMMISSION  APPROVAL 

Section  87-1-301,  MCA,  states  that  the  Fish,  Wildlife  and  Parks 
Commission  shall  establish  rules  governing  the  use  of  lands  owned  or 
controlled  by  the  department  and  approve  all  acquisitions  or 
transfers  by  the  department  of  interests  in  land.  We  noted  that 
several  leases  were  not  approved  by  the  Commission  as  required  by 
state  law  and  department  policy.  Several  leases  had  expired,  yet 
were  still  being  handled  as  current  leases.  Several  leases  were 
approved  only  by  regional  officials.  We  also  noted  some  leases  had 
addenda  that  were  approved  only  by  field  personnel  in  charge  of 
administering  the  project.  Some  leases  are  considered  "gentlemen's" 


verbal  agreements  between  the  department  and  the  lessee  and  no 
formal  written  agreement  or  letter  of  understanding  exists. 


RECOMMENDATION  #1 

We  recommend  the  department  comply  with  state  law  and  department 
policy  requiring  commission  approval  of  all  department  leases  prior 
to  inception  of  the  lease. 


RECORDING  REVENUE  and  EXPENDITURES 

Aa  notod  provloualy,  It  la  common  practice  for  the  department  to 
enter  into  noncash,  barter  exchanges  for  goods  and/or  services. 
Currently  the  exchange  of  goods  and  services  or  barter  activity  is 
not  recorded  on  SBAS.  This  could  bypass  the  state  appropriation 
process  and  results  in  not  recording  revenue  and  expenditures  on  the 
state's  accounting  records  in  accordance  with  generally  accepted 
accounting  principles  (GAAP).  According  to  GAAP,  nonmonetary 
transactions  should  be  recorded  as  revenue  at  the  fair  market  value 
of  the  item  exchanged.  By  not  recording  the  revenue  from  the  lease 
and  the  subsequent  purchase  or  acquisition  of  goods  or  services  to 
maintain  the  lease  area,  the  state's  accounting  records  do  not 
reflect  the  total  cost  to  operate  the  department.  These  purchases 
also  may  not  comply  with  state  purchasing  laws  and  regulations. 
Field  personnel  obtained  equipment  without  following  normal 
department  purchasing  procedures  and  controls.  Most  of  the  goods 
and  services  contracts  were  for  less  than  $1,000.  However,  there 
was  one  instance  where  total  lease  receipts  generated  over  $90,000 
over  a  four-year  period.  Department  records  were  such  that  it  was 
not  practical  for  us  to  determine  the  total  value  of  goods  and/or 
services  the  department  received  from  lease  operations. 

Department  officials  stated  that  they  attempt  to  determine  the  lease 
amount  based  on  the  fair  market  value  of  the  land  or  property. 
However,  we  noted  that  this  decision  making  procedure  was  not  always 
adequately  documented  in  the  lease  files  and  there  are  no  current 
consistent  department  guidelines  requiring  them  to  record  leases  at 
En  I  r  market  value.  In  some  lnstiinces  It  Ls  dLfficult  to  measure  the 
dollar  value  of  a  particular  service,  such  as  weed  control  or  fence 
maintenance.  In  most  cases  the  value  is  determined  by  the 
individual  responsible  for  the  specific  lease. 

If  these  barter  transactions  are  going  to  continue,  the  department 
should  work  with  the  Accounting  Bureau  of  the  Department  of 
Administration  to  develop  accounting  policies  for  recording  these 
transactions . 

In  developing  accounting  policies  for  recording  the  department's 
lease  transactions  the  department  could  consider  some  of  the 
following  guidelines.   As  a  general  rule,  whenever  the  transaction 


( 
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results  Ln  the  deportment:  receiving  nn  asset  such  as  equipment,  the 
department  has  a  revenue  and  expenditure  transaction.  Any 
transactions  which  result  In  enhancing  or  improving  the  lease  site 
would  result  in  recording  revenue  and  expenditure  transactions.  On 
the  other  hand,  activity  directly  related  to  the  purpose  of  the 
lease  would  not  necessarily  require  recording  revenue  and 
expenditures.  An  example  of  this  activity  might  be  a  sharecropping 
lease  where  a  portion  of  the  crop  was  left  standing  for  wildlife 
food  and  cover.  Another  example  of  a  lease  transaction  which  might 
not  result  in  revenue  or  expenditures  would  be  a  grazing  lease  which 
requires  fencing  to  control  or  limit  livestock  movements. 


RECOMMENDATION,  ft  1 

We  recommend  the  department  properly  record  lease  revenue  and 
expenditures  on  the  state's  accounting  records. 


REAL  PROPERTY  TRUST  ACCOUNT 

The  1981  Legislature  created  the  Real  Property  Trust  Account  to 
provide  a  permanent  funding  source  to  develop  and  maintain 
department  real  property.  Section  87-1-601,  MCA,  requires  that 
money  received  by  the  department  from  leases  of  interests  In 
department  real  property  not  contemplated  at  the  time  of  acquisition 
shall  be  deposited  In  an  account  within  the  nonexpendable  trust  fund 
of  the  state  treasury,  The  Interest  derived  therefrom,  but  not  the 
principal,  may  be  used  only  for  the  purpose  of  operation,  develop- 
ment, and  maintenance  of  real  property  of  the  department,  and  only 
upon  appropriation  by  the  legislature. 

We  noted  that  certain  goods  or  services  were  being  provided  or 
generated  from  leased  property,  yet  the  goods  were  being  used  on 
department  property  not  related  to  the  lease.  The  noncash,  barter 
transactions  bypass  depositing  money  in  the  Real  Property  Trust 
Account  and  circumvent  the  department  priority  setting  and 
legislative  appropriation  process. 

Til.'  acquisition  of  c  >  |  it  i  pmont  in  linu  of  cash  1  oase  payments  appear.'; 
Ln  <:<>nl:l  I  c  c  wLth  t:lui  Intent  n[  t.lu-  law.  One  el  the  purposes  of  Che 
establishment:  of  Che  Real  Property  Trust  Account  was  to  accumulate 
all  moneys  received  from  che  leases  and  then  allocate  the  interest 
on  the  moneys  to  the  operation,  development,  and  maintenance  of  real 
property . 

The  real  property  trust  account  law  as  currently  written  does  not 
appear  to  consider  the  possibility  of  "goods  and  services"  leases  or 
barter  transactions.  There  nre  probably  situations  where  it  is  more 
cost  effective  for  the  department  to  use  "goods  and  services"  leases 
than  cash  leases.  The  department  may  wish  to  consider  legislation 
that  would  specifically  provide  within  established  parameters  for 
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the  use  of  "goods  and  services"  leases  when  they  are  documented  to 
be  cost  effective. 

RECOMMENDATION  #3 

We  recommend  the  department: 

A.  Comply  with  the  Real  Property  Trust  Account  law  by  depositing 
lease  revenues  in  the  state  treasury;  or 

B.  Consider  the  need  for  legislation  specifically  authorizing 
"goods  and  services"  leases. 

FILE  ADMINISTRATION 

The  department  has  a  central  system  to  control  the  administration  of 
all  department  leases;  however,  the  system  is  not  fully  implemented. 
The  current  administration  of  the  leases  is  a  very  decentralized 
process  that  is  handled  a  majority  of  the  time  at  the  field  sites. 
Department  officials  indicated  that  the  department's  land  section  is 
responsible  for  and  maintains  records  of  all  department  land  leases. 
We  noted  current  leases  that  were  not  on  file  or  recorded  with  the 
land  section.  There  were  also  instances  where  department  officials 
were  unable  to  locate  lease  agreements. 

At  the  regional  level  there  are  no  consistent  administrative 
procedures  for  lease  file  documentation.  For  example,  in  some 
regions  lease  administration  is  divided  by  functional  divisions  (ie. 
fisheries,  wildlife  or  parks)  of  the  department;  whereas,  in  other 
regions  they  have  consolidated  or  combined  lease  administration  of 
the  various  divisions.  Generally  lease  administration  is  done  by 
the  administrative  or  professional  field  personnel.  Some  of  the 
biologists  we  talked  to  felt  their  time  could  be  better  utilized  if 
they  were  not  responsible  for  maintaining  the  lease  files.  Others 
were  uncertain  what  items  or  documentation  should  be  maintained  in 
the  files.  There  has  been  no  training  concerning  file 
administration.  As  discussed  below,  in  the  policies  &  procedures 
section,  there  are  no  written  guidelines. 

Centralization  of  the  lease  administration  could  result  in  increased 
efficiency  and  consistencies  in  handling  of  the  leases.  The 
department  could  also  improve  the  handling  of  the  moneys  coming  into 
the  Real  Property  Trust  Account  by  centralizing  the  administration 
of  the  leases. 

RECOMMENDATION  #4 

We  recommend  the  department  fully  implement  a  central  system  for  the 
administration  of  department  leases. 


TIMELINESS  OF  LEASE  DEPOSITS 

We  noted  inefficiencies  in  the  system  the  department  uses  to  collect 
and  subsequently  deposit  lease  payments  that  could  delay  deposits. 
In  most  instances  the  lessee  sends  the  lease  payments  to  the 
designated  contact  person  for  the  lease,  who  in  turn  sends  the 
payments  to  the  regional  headquarters,  which  then  sends  the  moneys 
to  the  Helena  office  for  deposit.  To  comply  with  the  state  deposit 
law,  the  department  must  ensure  that  if  cash  collections  exceed  $100 
or  total  collections  exceed  $500,  they  must  be  deposited  daily.  All 
collections  shall  be  deposited  at  least  weekly  regardless  of  the 
amount. 

Th«  process  would  ho  ntronml.  Inod  If  the  lossoos  sent  th«  pnymanto 
directly  to  the  Helena  office. 

RECOMMENDATION  #5 

We  recommend  the  department  evaluate  methods  to  enhance  the 
timeliness  of  deposits  of  lease  payments. 


POLICIES  &  PROCEDURES 

The  department  does  not  have  adequate  written  procedures  for 
department  employees  to  follow  when  administering  leases.  There  are 
no  specific  guidelines  provided  by  the  department  to  the  lease 
administrator  as  to  the  use  of  the  lease  moneys  or  the  goods  or 
services  received  from  the  lessee.  We  also  noted  inconsistencies 
between  regional  offices  as  to  notifications  of  potential  leases. 
In  most  instances  there  is  informal  communication  with  adjacent  land 
owners  or  previous  owners  of  the  property  which  the  department  has 
purchased  to  see  if  they  are  interested  in  the  lease,  while  in  some 
instances  leases  are  put  out  to  bid. 

Formal  procedures  could  enhance  compliance  with  state  laws  and 
commission  policy,  and  address  and  help  resolve  the  concerns 
discussed  previously. 

RECOMMENDATION  /m, 

We  recommend  the  department  develop  formal  leasing  procedures  to 
ensure  proper  recording,  and  consistent  management  of  department 
lease  operations. 
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Jim  Manning 

Audit  Manager 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Mt.  59629 

Dear  Mr.  Manning: 

We  appreciate  the  response  by  you  and  your  staff  to  our  request  for 
assistance  in  reviewing  the  department's  handling  of  leases  of 
department  owned  lands.  We  were  concerned  that  problems  discovered 
in  our  Region  1  Headquarters  in  Kalispell  might  exist  elsewhere. 
Based  upon  both  your  analysis  and  our  own,  we  now  feel  confident 
the  extent  of  problems  in  Region  1  was  isolated  and  did  not  occur 
throughout  our  department. 

The  following  is  our  response  to  your  recommendations: 

Recommendation  #1  --  We  recommend  the  department  comply  with  state 
law  and  department  policy  requiring  commission  approval  of  all 
department  leases  prior  to  inception  of  the  lease. 

Response  --  The  department  concurs.  A  review  of  all  leases  is 
underway.  Leases  will  be  updated  and  the  proper  approvals  secured. 

Recommendation  #2  --  We  recommend  the  department  properly  record 
lease  revenue  and  expenditures  on  the  state's  accounting  records. 

Response  —  The  department  concurs.  We  are  going  to  eliminate  the 
exchange  of  "goods"  (equipment)  from  our  contracts.  We  will  handle 
these  transactions  through  the  normal  appropriation  process. 
However,  we  believe  that  in  certain  instances  contracts  for 
sharecropping,  grazing,  and  maintenance  (weed  control,  fencing, 
etc.)  are  an  important,  efficient  and  cost  effective  tool  in  the 
management  of  our  lands.  In  these  instances,  we  will  work  with  the 
Legislature  and  the  Department  of  Administration  to  assure  revenues 
and  expenditures  are  properly  recorded. 

The  $90,000  lease  referred  to  in  the  report  was  from  the  Kalispell 
area,  and  is  the  specific  incident  that  prompted  us  to  contact  your 
office.  As  noted  in  the  report,  the  majority  of  our  leases  are  for 
less  than  $1,000. 


Recommendation  #3  --  We  recommend  the  department: 

A.  Comply  with  the  Real  Property  Trust  Law  by  depositing  lease 
revenue  in  the  state  treasury  or; 

B.  Consider  the  need  for  legislation  specifically  authorizing 
"goods  and  services"  leases. 

Response  -- 

We  concur  that  a  clarification  in  statute  is  needed.  It  would 
be  our  goal  to  drop  the  "goods"  exchanges,  but  continue  with 
services  exchanges.  We  understand  that  the  Legislative  Audit 
Committee  has  proposed  legislation  resulting  from 
recommendations  made  by  the  Legislative  Auditor.  We  would  ask 
the  Committee  to  consider  carrying  this  bill. 

Recommendation  #4  —  We  recommend  the  department  fully  implement  a 
central  system  for  the  administration  of  department  leases. 

Response  —  We  concur. 

Recommendation  #5  —  We  recommend  the  department  evaluate  methods 
to  enhance  the  timeliness  of  deposits  of  lease  payments. 

Response  —  We  concur. 

Recommendation  #6  --  We  recommend  the  department  develop  formal 
.leasing  procedures  and  consistent  management  of  department  lease 
operations . 

Response  —  We  concur.  The  department  does  have  written  policy  on 
leasing  of  department  owned  lands.  The  problems  have  been  the 
inconsistent  application  of  the  policy.  We  will  revamp  our  current 
policy  and  provide  training  to  our  mangers  to  assure  their 
understanding  and  consistent  application  of  the  policy. 

Thank  you  for  the  opportunity  to  comment.  I  certainly  appreciate 
the  time  and  effort  your  office  spent  on  this  review.  Your 
recommendations  will  be  valuable  in  upgrading  management  of  leases 
on  our  lands. 


Sincerely, 


K.  L.  Cool, 
Director 


31.27 


